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A recession? A depression? Secular stagnation?
Or what?
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Recession? Depression? Secular stagnation?
 Great Recession (David Wessel, WSJ, 8 April 2010)
 Second Great Depression (Bradford DeLong, July/August, 2013)
 Lesser Depression (Paul Krugman, NYT, 11 July, 2011)
 The Long Recession (in Hiring) (Matthew Yglesias, 12 Sept 2011)
 The Global Recession of 2009 (Charles Gore, 2010, IMF)
 The Forever Recession (Jérémie Cohen-Setton, Bruegel, 18 August 2014)
 My preference: The Global Economic and Financial Crisis
- A long-term comparative perspective looking backward and forward
- Investment (broadly) and market and institutional reforms (domestic
and global) are the crucial signposts on the road to more sustainable
growth
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For mature economies it was definitely the worst recession
since the 1950s
Note: Mature economies include all EU-member states (excluding Croatia) and other OECD member countries (except Mexico, and Turkey).
Sources: 1950-1990: Angus Maddison,  World Economy Database; 1990-present: The Conference Board Total Economy Database, update May 2014.
Annual real GDP growth rates for mature economies, 3-year rolling average (%)
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Only the 1930s was a worse peace-time recession – we
learned some lessons … so far
Note: Before 1950 mature economies include 12 major Western European economies, Western Offshoots, Japan and Portugal and Spain.
Sources: 1820-1990: Angus Maddison,  World Economy Database and The Maddison Project; 1990-present: The Conference Board Total Economy
Database, update May 2014.
Annual real GDP growth rates for mature economies, 3-year rolling average (%)
Peace-time recession /
depression
World War crisis
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The post-1970s slowdown of growth in mature economies
is striking, with long-term growth now as slow as in 1930s
Trend in real GDP growth rates for mature economies, using HP filter (%)
Note: Before 1950 mature economies include 12 major Western European economies, Western Offshoots, Japan and Portugal and Spain.
Trend is based on HP filter using λ=100
Sources: 1820-1990: Angus Maddison,  World Economy Database and Maddison Project; 1990-present: The Conference Board Total Economy
Database, update May 2014.
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Emerging & developing markets did come to the rescue –
but for how much longer?
Trend in real GDP growth rates for mature and emerging & developing economies,
using HP filter (%)
Emerging &
developing
economies
Mature
economies
Note: Before 1950 mature economies include 12 major Western European economies, Western Offshoots, Japan and Portugal and Spain. Emerging
economies according to country in Total Economy Database. Trend is based on HP filter using λ=100
Sources: 1820-1990: Angus Maddison,  World Economy Database and The Maddison Project; 1990-present: The Conference Board Total Economy
Database, update May 2014.
Today’s emerging &
developing economies
Today’s mature
economies
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While China accounts for a lot, the growth acceleration and
current slowdown in emerging markets is more widespread
Trend in real GDP growth rates for mature and developing economies, using HP filter (%)
Note: Before 1950 mature economies include 12 major Western European economies, Western Offshoots, Japan and Portugal and Spain. Emerging
economies according to country in Total Economy Database. Trend is based on HP filter using λ=100
Sources: 1820-1990: Angus Maddison,  World Economy Database and The Maddison Project; 1990-present: The Conference Board Total Economy
Database, update May 2014.
Emerging &
developing
economies
Mature
economies
Emerging &
developing
economies,
excluding China
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Global growth remains historically high and still above
1980s – when emerging markets were much weaker
Trend in real GDP growth rates for mature and developing economies, using HP filter (%)
Emerging &
developing
economies
World
economy
Mature
economies
Note: Before 1950 mature economies include 12 major Western European economies, Western Offshoots, Japan and Portugal and Spain. Emerging
economies according to country in Total Economy Database. Trend is based on HP filter using λ=100
Sources: 1820-1990: Angus Maddison,  World Economy Database and The Maddison Project; 1990-present: The Conference Board Total Economy
Database, update May 2014.
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Maddison Project provides revisions to historical time series
Source: http://www.ggdc.net/maddison/maddison-project/home.htm
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The Global Economic and Financial Crisis needs to be
considered in a long-term and comparative perspective
 How did we get here?
– Sources of growth
– Global inequality
 Where are we now?
– Growth and labor market outlook
 Where are we heading?
– Four growth scenarios based on two dimensions:
 Investment, technology and productivity
 Domestic and global reforms
 Our challenge for better accounting for growth and development
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How did we get here?
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A clear difference in global growth performance pre- and
post crisis … well beyond the mature economies
GDP Growth, average annual growth rates, 2003-2007 and 2010-2014 (%)
**Europe includes 27 members of the European Union (excluding Croatia) as well as Switzerland and Norway.
**Other mature economies are Australia, Canada, Iceland, Israel, Hong Kong, South Korea, New Zealand, Singapore, and Taiwan Province of China.
***Southeast Europe includes Albania, Bosnia and Herzegovina, Croatia, Macedonia, Serbia and Montenegro, and Turkey.
Source: The Conference Board Global Economic Outlook 2014, update May 2014
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The immediate causes of the crisis are well-known, but
how fundamentals increased systematic risk is still unclear
 The immediate causes of the onset of the crisis and its evolution have
been widely discussed:
– Financial market proliferation
– Great housing bubble
– Overtly strong austerity or half-baked and misdirected stimulus
 The more fundamental causes are often overlooked:
– Rapid globalization in capital markets
– The emergence of  rapid innovations from ICT, including financial innovation
– An unbridled belief in deregulation of markets
 The fundamental causes provided a breeding ground for systematic risk
– Misdirected investment towards less productive uses due to low capital cost
– High risk exposure due to lack of  “regulatory safety net”
– Less productive investment, weak productivity growth and less labor market
mobility
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The Conference Board Total Economy Database provides
up-to-date growth accounts for more than 125 countries
Source: http://www.conference-board.org/data/economydatabase/
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Labor productivity growth has declined substantially in
mature economies in the pre-crisis period
Sources of GDP growth in mature economies: employment and labor productivity, 1991-2013,(%)
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Note: Mature economies include all EU-member states (excluding Croatia) and other OECD member countries (except Mexico, and Turkey).
Source: The Conference Board Total Economy Database, January 2014  (https://www.conference-board.org/data/globaloutlook.cfm)
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A slowdown in ICT investment and Total Factor
Productivity growth became visible during the 2000s
Note: Mature economies include all EU-member states (excluding Croatia) and other OECD member countries (except Mexico, and Turkey).
Source: The Conference Board Total Economy Database, January 2014  (https://www.conference-board.org/data/globaloutlook.cfm)
Sources of GDP Growth, average annual contribution % change
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Labor productivity strongly accelerated in emerging &
developing economies during early 2000s …
Source: The Conference Board Total Economy Database, January 2014
Sources of GDP Growth, Employment and labor productivity
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…. but especially because of China – overall, investment
and productivity trends become more unbalanced
Sources of GDP Growth, average annual contribution % change
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The overall trend in productivity growth has been slowing
significantly, and not just in mature economies
Trend growth rates of global labor productivity and standard deviation in productivity across countries
Source: The Conference Board Total Economy Database, January 2014
Between-country income inequality remains dominant but
importance of within-country inequality is increasing
Theil 0 distribution of between- and within-country inequality, 1988-2008
Note: Theil 0 is an internally consistent index for decomposition, because the elimination of one component leaves the absolute value
of the other component unchanged
Source: Branco Milanovic and Christoph  Lakner, Global Income Inequality: from the fall of the Berlin Wall to the Great Recession,
2013
The end of the two-peaked global income distributions
and the emergence of the “median class”
Source: Branco Milanovic and Christoph Lakner, Global Income Inequality: from the fall of the Berlin Wall
to the Great Recession, 2013
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Are the winners and losers of globalization related?
Source: Branco Milanovic and Christoph Lakner, Global Income Inequality: from the fall of the Berlin Wall to the
Great Recession, 2013
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No single explanation for the trends in inequality, but wage
inequality is most clearly related to growth story
 Recently much attention for wealth distribution aspects of
inequality in Piketty (and Saez and Stantcheva)
 From growth perspective the ascend and fall of wage income in
emerging and mature economies’ middle classes are the dominant
forces of inequality
 Technology and outsourcing trends have created hollowing out of
middle level of skill distribution in mature economies (Autor,
Goossens) –potentially also in emerging markets
 Labor markets have become much less fluid in recent decades,
with declines in worker and job turnover, raising concerns for
productivity and wages (Davis & Haltiwanger)
 More equity without sustained growth (how ever imperfectly
measured) is an unlikely to be feasible scenario forward
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RECAP: The fundamental trends increased systematic risk
well ahead of the crisis
 A significant slowdown in GDP in mature economies due to less
investment in ICT and its productivity in mature economies
 Emerging market growth driven by unbalanced growth of
investment and total factor productivity
 Convergence in between-country productivity growth, but growth
itself at slower overall pace
 Increase in within-country inequality as returns from technology and
investment pay off unevenly across skill categories in labor force
 Less mobility of labor force causing downward pressure on wages
and productivity
 The emergence of the crisis reflects excessive financialization of
the economy as opportunities for productive investment dwindle
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Where are we now?
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Source: Haver Analytics
Quarterly growth rates remain volatile reflecting mature
economies’ struggle to get on a sustainable growth path
Real GDP
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Only U.S. shows return to sustained growth of private
consumption – other mature economies keep struggling
Source: Haver Analytics
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None of the major mature economies has recovered its
level of investment to pre-recession levels
Source: Haver Analytics
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Note: Data for Japan are adjusted to U.S. labor force concepts, while data for the European Union are not adjusted. Data refer to persons
ages 15 and over. Unemployment data for the European Union have an upper age limit of 74.  Data for 2014 are estimated based on
monthly and quarterly data.  Labor Force Participation Rate for European Union 28 is unavailable for Quarter 2, 2014.
Source: The Conference Board, International Labor Comparisons program and Eurostat
Unemployment rates gradually come down but labor
participation rates drop as well – or stay low
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Phase 1
Gap between current and natural rate of unemployment
still shows a fair amount of slack in the labor market
Source: OECD and The Conference Board
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Phase 1
But tightness may be reached sooner or later – labor
force growth may be a decisive factor in where we are
heading
Source: The Conference Board
Now 2014-15 2016-17 2018+
Canada Iceland Australia Finland
Germany Norway Austria France
Israel United Kingdom Belgium Greece
Japan United States Denmark Italy
New Zealand Ireland Netherlands
South Korea Sweden Portugal
Switzerland Spain
Year in which the natural rate of unemployment may be reached
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Phase 1
Tightening labor markets in an environment where the
working-age population is shrinking is a major concern
Source: OECD and The Conference Board
Growth rate of working-age population(15-64),1979-2013
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Global growth remains at around 3%,with some upside
for mature markets, but offset by emerging economies
**Europe includes 27 members of the European Union (excluding Croatia) as well as Switzerland and Norway.
**Other mature economies are Australia, Canada, Iceland, Israel, Hong Kong, South Korea, New Zealand, Singapore, and Taiwan Province of China.
***Southeast Europe includes Albania, Bosnia and Herzegovina, Croatia, Macedonia, Serbia and Montenegro, and Turkey.
Source: The Conference Board Global Economic Outlook 2014, update May 2014
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Where are we heading?
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Demographic contributions will weaken everywhere – but
the balance between productivity and investment
becomes the key to continued growth
Note: for 1981-2013, all countries are included, for projection period only 55 GEO countries are included
Source: The Conference Board Total Economy Database & Global Economic Outlook 2014, Update February 2014
(https://www.conference-board.org/data/globaloutlook.cfm)
Sources of GDP Growth, average annual contribution % change
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Long term global trend will be slowing in mature economies,
but much more dramatically in emerging markets
GDP Growth (projected and trend growth), year over year % change
*Europe includes all 27  members of the European Union (excl. Croatia), as well as Switzerland and Norway.
**Other advanced economies are Australia; Canada; Iceland; Israel; Hong Kong; Korea; New Zealand; Singapore; and Taiwan Province of China
*** Southeast Europe includes Albania, Bosnia & Herzegovina, Croatia, Macedonia, Serbia & Montenegro, and Turkey.
Source: The Conference Board Global Economic Outlook 2014, November 2013 (https://www.conference-board.org/data/globaloutlook.cfm)
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The shift of economic activity from mature to emerging
markets will continue, but at slower pace
Region Shares in Global Output
(PPP-converted levels of GDP)
*Europe includes all 27  members of the European Union (excl. Croatia), as well as Switzerland and Norway.
**Other advanced economies are Australia; Canada; Iceland; Israel; Hong Kong; Korea; New Zealand; Singapore; and Taiwan Province of
China
*** Southeast Europe includes Albania, Bosnia & Herzegovina, Croatia, Macedonia, Serbia & Montenegro, and Turkey.
Source: The Conference Board Global Economic Outlook 2014, November 2013 (https://www.conference-board.org/data/globaloutlook.cfm)
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Deviations from base scenario depend on 'capital widening'
and domestic and global reforms which drive investment to
most productive activities and highest returns
Robust investment in the future
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A country invests but
does not reform
sufficiently, thereby
limiting the benefits of
investments
4. High growth
If a country reforms and
invests sufficiently and
in tandem, it will grow
above its trend
Significant reallocation of resources
1. Low growth
A country neither invest
nor reforms sufficiently,
and banks on the status
quo
3. Stalled growth
A country reforms but
does not invest
sufficiently.  Initial
growth resulting from
reform will peter out.
Lackluster investment in the future
Source: The Conference Board Global Growth Scenarios, June 2014
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The Global Economy: a flat world, or a world with
mountains and valleys?
Robust Investment in the Future
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A Mountainous World (“Back to the Old
Normal”)
 Unequal pace of investment depending on debt
burdens and demographic challenges
 Rapid flows in liquid assets (incl. “hot money”)
chasing  key growth sources (labor, investment,
innovation)
 While inflationary pressures ease debt burden, labor
cost rises threaten living standards
 Between-country inequality increases
Flat World (“Never Waste a Good Crisis”)
 Acceleration in global flows of productive resources
(trade, finance, migration) raise scale, competitive
advantages and returns on investment, and support
global rebalancing
 Mature economies find long-term path to resolve
budgetary and debt challenges
 Major emerging markets rebalance internally,
creating room for 2nd tier of exporting nations
 Between-country inequality falls while within-country
inequality depends on growth-equity policy balances
Significant Reallocation of Resources
Secular Stagnation
 Slow global growth and small home markets forces
competition on the base of low prices
 Weak competitive pressures lessen incentive to
invest in education & infrastructure.
 Deflationary pressures worsen debt resolution and
slow growth prospects
 Unfulfilled promises to rising middle classes causes
restiveness
 Between- and within-country inequality rises
Race to the Bottom
 Global economic blocks compete for market shares
in a stalled global growth environment
 Low investment in key growth areas (infrastructure,
energy/environment, health care/education)
significantly reduces returns
 Global capital desperately seeks better returns
making growth more difficult to finance
 Within-country inequality increases as most
productive resources are most mobile
Limited Investment in the Future
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Secular Stagnation
Slow global growth and small home markets
forces competition on the base of low prices
Weak competitive pressures lessen incentive to
invest in education & infrastructure.
Deflationary pressures worsen debt resolution
and  slow growth prospects
Unfulfilled promises to rising middle classes
causes restiveness
Between- and within-country inequality rises
Two schools of thoughts on secular stagnation:
 Demand side (Summers, Krugman): “Macroeconomic policy will have difficulty to
achieve full employment and production at potential, and if these goals are attained
there is likely to be a price paid in terms of financial stability.”
 Supply side (Gordon): “The gap of actual performance below potential is quite
narrow and slow growth is more a problem of slow potential than a remaining gap.
The growth slowdown is structural related to demographics, education, inequality
and government debt.”
 The emergence of low (or negative) real interest rates, low inflation and weakened
potential output growth are the key ingredients of the secular stagnation
hypothesis.
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U.S. potential output growth rates show large adjustments
under the influence of supply-side shocks
Real GDP and Potential GDP, billion US$, 2000-2017
Source: Congressional Budget Office, Datatrream, Natixis AM (retrieved by Philippe Wachter)
United States
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A Mountainous World (“Back to the Old
Normal”)
Unequal pace of investment depending on debt
burdens and demographic challenges
Rapid flows in liquid assets (incl. “hot money”)
chasing  key growth sources (labor, investment,
innovation)
While inflationary pressures ease debt burden, labor
cost rises threaten living standards
Between-country inequality increases
Global competition based on cost
advantages rather than innovation:
 Rapid declines in unit labor cost as result of
wage cuts rather than productivity
 Fragmentation of global production
processes based on outsourcing and cost
advantages within phases of the supply
chain
Race to the Bottom
Global economic blocks compete for market shares
in a stalled global growth environment
Low investment in key growth areas (infrastructure,
energy/environment, health care/education)
significantly reduces returns
Global capital desperately seeks better returns
making growth more difficult to finance
Within-country inequality increases as most
productive resources are most mobile
A “light version” of the Gordon thesis:
 Reinhart and Rogoff (2010): high debt has
long term growth effects
 Fernald (2014): U.S. productivity growth has
returned to the 1973-1995 average as effects
of ICT production and ICT use has slowed.
 CPB (2014): The economy has not lost its
resilience, growth potential is unaffected.
Recovery will take time, threatened by weak
demand
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Flat World (“Never Waste a Good Crisis”)
Acceleration in global flows of productive resources
(trade, finance, migration) raise scale, competitive
advantages and returns on investment, and support global
rebalancing
Mature economies find long-term path to resolve
budgetary and debt challenges
Major emerging markets rebalance internally, creating
room for 2nd tier of exporting nations
Between-country inequality falls while within-country
inequality depends on growth-equity policy balances
Investment and globalization will
recover the trend growth path
Technology pundits (Brynjolfsson,
Cowan, etc.):
 ICT as a general purpose technology
 Adjacent technologies in life sciences
will tackle fundamental environmental
and health issues
 But change in technological paradigm
needs to be combined broader capital
concept, including intangibles
The “return” of activist government:
 Regulate markets to improve safety
nets for economic and financial disaster
 Fiscal policy to support equity (incl.
wealth taxation), infrastructure and
access to fundamentals, including
health and education
 Environmental intervention through
regulation, carbon tax, or cap & trade
 The return of global coordination
 New-style trade agreements, including
IPRs and global value chain facilitation
 New-style governance of sovereign
finance and development aid
 New-style agreements on
environmental safety and protection
 New-style agreements on international
migration, including knowledge workers
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Computerized
Information
Innovative
Property
Economic
Competencies
• Software
• Databases
• R&D
• Mineral exploration
• Entertainment and artistic originals
• Design and other new product development costs
• Branding  (market research and long-lived advertising)
• Firm-specific human capital (training)
• Organizational capital (business process investment)
Broad category     Type of Investment
An extended framework for investment in intangibles is
needed to understand impact of technology on growth
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Intangible capital will gradually overtake tangible capital,
fundamentally changing our perspective on growth
.04
.06
.08
.10
.12
.14
Intangible Tangible
Excludes real estate/housing.
Investment in Private Industries in the United
States, 1977-2011, as ratio to GDP
Note: Intangible investment in China and India are for the total economy, while investment in the rest of the countries are for the market sector.
Sources:  Corrado et. al. (2012), except for Chinaf rom Hulten and Hao (2012), India from Hulten, Hao and Jaeger (2012), Brazil from Dutz et.
al. (2012), and Japan from RIETI.
Investment in Market Sector GDP in 2008,
as % of GDP
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The positive side of the coin of systematic risk: the
beginnings of a global development cycle?
The global development cycle, 1950s-2030s
Source:  Charles Gore, The Global Recession of 2009 in a Long-Term Development Perspective, Journal of International
Development, vol. 22, pp. 714-738, 2010.
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RECAP: If history is the only good predictor of the future,
long- term stagnation is a real possibility
 Base scenario predicts significant slowdown of long-term global
growth to less than 3 percent
 Systematic aspects of global crisis
 Weak demographic development in mature economies and in due time also in
emerging and developing economies
 No incentives for investment in technology and real growth
 Diversion of liquidity towards higher return in financial assets causing over-
financialization and continued systemic and systematic risks
 As between-country inequality declines, can we tackle within-
inequality as overall growth slows?
 But history is unlikely to provide the only sign posts for the future,
especially as emerging markets provide a unique escape
 Multiple diversions paths are possible, but more positive scenarios
require investment and reforms of markets and institutions
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What can we do to bring clarity to the crystal ball?
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A renewed focus in national accounting on growth and
development
 Ongoing improvements within the current national accounts
boundaries
- SNA 2008 and ESA 2010 (FISIM, STIK, multinationals, head offices and
holding companies, etc.)
- Anticipating and monitoring recession and crisis (G-20, IMF and FSB):
1. Better capture the build-up of risk in the financial sector;
2. Improve data on international financial network connections;
3. Monitor the vulnerability of domestic economies to shocks; and
4. Improve the communication of official statistics.
 Analytical extensions of the GDP framework to capture welfare effects:
- Spillovers and networks effects from technology (positive?) and environment,
(negative?), etc.
- Measuring the consumer surplus derived from free goods and services in a resource-
scarce economy (Brynjolfsson, Greenstein, and others)
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A renewed focus in national accounting on growth and
development
 Beyond GDP
- Measuring household and volunteer’s social activities
- Expand intangible output and input, accounting incl. economic
competencies (marketing, organizational innovations, human
capital)
- Green growth and environmental output (SEEA)
- Measures of well-being
IARIW conference on future of national accounts:
“W(h)ither the SNA?”,
Paris, April 16-17 2015
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My (biased) wishlist
 Complement industry accounts with “sources of growth”-measures to
identify phases of growth and, importantly, potential output
 Extension of investment boundaries to cover intangibles which
crucially counteract the decline in physical investment
 Spatial integration of national accounts to better understand
globalization component of growth (PPPs, global value chains)
 Improve measures of new products and services, including "free"
digital products:
 Make better use of micro data sets, especially in labor market
 Leverage power of big data analytics, especially for consumer data
 Provide dashboards to facilitate and model policy analysis
 Develop measures of sustainable growth to capture trade-offs
between current (or historical) spending and future (or current) gains.
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National accounts made greatest strides forward in times
of crisis
 Paying for World War II was initial motivation for deeper development
of national accounts
 But Keynesian stimulus fiscal policies provided broader legitimization
for integrated national accounts
 The current crisis creates new needs for drastic action on national
accounts:
 Reduce overemphasis on administrative purposes for national accounts
 Actively support research on the core issues
 Develop shadow accounts or unofficial statistics
 Integrate more modelling approaches in national accounts
 Don't steer clear from controversy and lack of perfection
 Think big, act small
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Recession, depression, secular decline …?
This time it will need to be different
 This is the worst economic and financial crisis since World War II
 We have been here before (during the 1910s or the 1930s) but how
can we avoid getting to the unavoidable stagnation (or worse)
again?
 While history is a useful guide is doesn’t provide the only signposts
 The performance of emerging markets is increasingly impacting on
the global picture – economically and politically
 The weakness in investment may be flawed, as the intangible
investment and output gains shares
 Integration of production, socio-economic and foreign flows is crucial
to better understand investment and globalization trends
 A rebalancing of administrative and analytical uses of the national
accounts is crucial to revive its role of earlier times
